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Confidential Information Subject to 

Joint Prosecution and Work Product Privileges 

VIA EMAIL AND FIRST-CLASS MAIL 

J, Mark Kraus, Esq. 
Assistant Attorney General 
Department of Legal Affairs 
The Capitol, PL-01 
Tallahassee, Florida 32399-1050 

Re> The State of Florida , ex rel FX Analytics v. 

Bank of New York Mellon., etaL; [UNDER SEAL]: 
Supplemental Disclosure 

Dear Attorney Kraus: 

Relator, FX Insider Trading, is providing this supplemental disclosure of relevant 
information in the above-referenced qui tam case pursuant to thejomt prosecution privilege We 
are writing to provide supplemental information to Relator's disclosure that has come to the 
attention of the Relator through the normal course of his employment. 

As a preface to this supplement, we wanted to inform you that the Relator is concerned 
about the security of his identity, as he continues to work at the bank. Things are * 
fever pitch in the office; the Defendant seems to be aware that at least one of the ex rel. Plamtitts 
has recent internal documents in its possession. We respectfully ^.t^ 
documents or information be done in such a way as to minimize the likelihood of Relator s 
identity becoming discovery. Of course, we realize^ ^^Vf^t^^ 
information lies primarily in your ability to make effective use of it We only ask that it be done 
in such a way as to protect the Relator's identity, wherever possible. 

It is our understanding that the bank is placing one particular employee, A J. Quitadamo, 
in the position of answering queries from various pension funds seeking answers related to the 
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FX services thev receive from BNY Mellon. As Mr. Qnitadamo was not described in our initial 
ScLTurTw^r^din, information relevant to 

We also believe that Sue Pfister, who is mentioned m Relator s di sclosure, - wowo > 
Lwledgeable about the practices alleged in the complaint. Finally, other post filing 
developments are also discussed. 

1, Arth ur "A..I." Quitadarno 

Mr. Quitadarno is a BNY Mellon Senior Vice President based in ^ ost ^' ^^^Jq 6 ^ 
He is, or has been, the Bank's first line of defense on FX pricing W <gf^ ™ 

the cnief dealer of the Boston Safe FX desk before Mellon purchased Boston Safe tn ttie mm 
He continued with BNY Mellon after the merger, transitioning Mo a different role. 

Mr Quitadarno lives in Westwood, Massachusetts. It is our belief that he is in Ms mid- 
fifties Mr Quitadarno is smart, well-spoken, and is comfortable in hrgh level meetings. He is 
pSSt ft his current position at the bank as the liaison between custody (A-**^ and 
the FX department. He will understand every question asked of him and will know where you 
are tryingl go before you get there. He has been well compensated for the last twenty years. 

In addition to his duties as an intrabank liaison, he is supposed to look for profit making 
opportunities for the bank and he has been successful 

group's move to work with Mellon Transition Management in San Francisco He , ds o devebped 
le FX department's regulated currency program where the bank prices mdirec Jals with the 
bank's subcustodians around the globe (as described m the disclosure statement). Mr. 
Quitadarno also is the go-to guy when a problem or question arises with custody. 

Relator reports that Mr. Quitadarno has vast knowledge of FX practices across the 
market Hfe view of the BNY Mellon FX department is unique. He has been and continues to be 

Pittsburgh) FX departments and desks. He knows how both groups operate knows the 
government's rules for trading FX, knows custody, has been the architect of ^fj^l 
money making schemes, and has many years of experience doing this from a trading and sales 
position. 

In discussing the unsealed FX case in California as well as potential similar actions 
against BNY Mellon, Mr. Quitadarno indicated a willingness to be truthful with the government. 
As the individual dealing with the multiple inquiries from various pensions we have reason to 
believe that he is becoming weary with having to make responses for the bank. 
understanding that he has admitted to the representatives from at least one pension that: (1) BN Y 
Mellon does not do FX trades on behalf of its custodial clients but rather as a counterparty and 
(2) that BNY Mellon gives pensions a price for their FX trades that is right at the end^ot the 
range of the day, thus ensuring the largest profit for the bank and the costliest price for the 
pension. This admission confirms relator's allegations as to the mechanics and motive ot the 
bank's fraud. 
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2. Sue Pflster ■ 

The identity of Ms. Pfister as a percipient witness is detailed in Relator's disclosure. She 
is noted here again because of a recent comment she made concerning the recent developments 
and because she should be considered as a priority witness because of her knowledge of both the 
Pittsburgh and New York FX trading desks. Upon learning that BNY Mellon was also the 
subject of some investigation related to FX pricing, Ms. Pfister's comment was: "It's over it s all 
over " The context of this comment includes (1) the notion that the huge indirect FX profits the 
bank' has made historically will disappear, (2) the legacy Mellon (Pittsburgh) desk will be made 
redundant and the FX desks will be consolidated in New York, with the net result that most 1-X 
staff in Pittsburgh will be laid off. As related in our disclosure, we believe that Ms Pfister would 
be a truthful and knowledgeable witness. 

Relator has expressed to us, in no uncertain terms, that the highlighting of the specific 
conversations noted above would necessarily identify him as the source of the information. We 
respectfully ask that you consider this fact when crafting discovery or investigatory requests, so 
that the Relator's current position at the bank is not unnecessarily jeopardized. 

3. Changes in the Pittsburgh FX Trading Room 

Relator has become aware of several other developments in the Pittsburgh trading 
room, which are described below. We will continue to provide similar updates when 
appropriate. 

The bank's compliance department has developed a new form that everyone in the 
trading room will be required to sign. It is our understanding that the form sets forth the bank's 
guidelines for the relationship with customers on FX. The guidelines will state that the bank 
deals with clients at "an arm's length relationship" with respect to the "non-negotiated/standing 
instruction/indirect" FX trades. 1 We do not know if any of the guidelines would be transmitted 
to the FX pension clients, but this change seems consistent with the recent website changes 
removing the term "free of charge" and redefining the term "best execution" that were detailed in 
our previous supplement, and AJ Quitadamo's recent admission of the bank's indirect pricing 
practices. 

It is also Relator's understanding that the bank's Asset Servicing and Global Markets 
divisions are cooperating to develop a new strategy for "indirect" trades going forward. One 
idea that has been floated is the idea of a "tiered" system: trades under $100,000 would receive a 
20 bps spread, trades at $100,000 - $500,000 would receive a 15 bps spread, and trades above 
$500,000 would receive a 10 bps spread. This information is an admission that the bank's 
possibly soon-to-be former practices cheated pension clients. It is also an admission that the 



1 The terms "indirect," "non-negotiated," and "standing instruction," are used interchangeably herein - as the bank 
also uses them - and all mean the refer to the same channel of trading that results in the bank executing FX trades 
for custodial clients taking the biggest possible profits by pricing pension fund FX trade rates at the high or low of 
the day. 
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of 1 -3 basis points for all of their trades. 

Further, Relator reports that the 201 target profit numbers (what they call 
despite 2 literal meaning)for the NY and Pittsburgh FX desks are > now '^^J^ 
had the same target of $240 million profit. ^ ^^^^^^^^^ 
and the NY desk's target is $183 million. Relator feels that this may be V^^^\ 
post-merger, anti-Pittsburgh animus that is starting to come to the fore, and that this may be a 
prelude to the eventual shut-down of the Pittsburgh FX desk. 

Finally, we wish to mention that we have discusse d ^ Possibility of "planted" 
information in the context of the bank trying to determine the identity of the Relator. 

4. Additional Documents 

In addition to the above information, Relator hereby supplements the original 
disclosure with the documents described below. ^" •^^tS^.SS 
the bank has the power to increase its FX spreads at will (2) that tte bank s f 
spreads on "indirect" or "non-negotiated" trades is so large as to be at least 10-20 times the 
Ss^ad available on the open market (as the bank' s reported sp: .ads ["^Jg^ 
from 19 basis points to 57 basis points for a single calendar month ]> f d ® th *^™*l 
unable to distinguish any services it provides to make one FX ^ ^ en ^^ 
therefore somehow more deserving of a large spread, than another FX trade executed outstde 
the non-negotiated/standing instruction channel. 

A. Clnhal Markets Mnnthlv Busin ^ Kenort - FX Tradiup (Americas); 
August - October 2009 

These three monthly reports (similar to Exhibit H of Relator's Disclosure) show the 
volume and profit ("spread") made by each of the legacy FX desks m New York and 
Pittsburgh The New York FX desk's monthly average spreads, notated as Standing 
Instruction Flow Summary," were 1 9, 18, and 20 basis points for the months of August through 
October 2009, respectively. The Pittsburgh FX desk, processing approximately three times the 
amount of Standing Instruction FX volume as New York during the same period of time, 
averaged spreads of 29, 26 and 30 basis points, respectively. Further, these monthly reports 
also provide the basis point spread average for the same month of the previous year These 
historical monthly FX spreads include spreads of 57 basis points (Pittsburgh m October of 
2008), 36 basis points (New York in October of 2008), 35 basis points (New York m 
September of 2008), and 34 basis points (Pittsburgh in September of 2008). Again, tor the 
sake of reference, a single basis point on a $10,000,000 trade = $1000. Thus, a spread of 36 
basis points on a $10,000,000 trade = a charge to the pension of $36,000. As shown below, 
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these spreads are 10-20 times greater than spreads for clients who do not trade through the 
non-negotiated/standing instruction channel. 

Although these results are driven somewhat by the market volume and ^FX rate 
volatility, the only constraint on the bank's profit-taking is the limits of the range of the high 
and low of the applicable FX rate for each day. 

The Global Markets Monthly Business reports for August through October of 2009 are 
attached hereto as Exhibits A-C. 

B. Global Markets Year-to-Date 2009 Volu me Analysis; March 2009 

This document is relevant for two reasons. First, it again highlights the fact that the 
bank makes exceedingly large profits on the non-negotiated/standing instruction FX trades. 
On page 6 of this report, the bank notes that as of the date of the report, non-negotiated FX 
trades represented only 12% of overall FX trade volume, but that 12% resulted in 69% of 
overall FX revenue. 

Second, this report also reiterates that the bank makes exceptionally large profits on the 
"regulated market" FX currencies, noting that these standing instruction profits are "captive to 
the custodian," and that the bank earns "the widest spreads in these currencies." 

This report is attached as Exhibit D. 

C. Foreign Exchange Business Plan 2010 

The 2010 FX Business Plan is replete with corroboration of Relator's allegations, 
namely, that the bank willfully and knowingly takes large spreads, the size of which is 
controlled by the bank so that the bank can make the largest possible profit on each FX trade. 
Highlights from this document include: 

# "Near interbank pricing is available to most market participants, and the 
ubiquity of real time market data exposes those who seek to extract wide 
spreads; margin compression is here to stay." Page 2. 

This bullet is revelatory of the poor performance of the bank's own non- 
negotiated, standing instruction pricing model, as it is these non-negotiated 
trades that receive the "wide spreads." It is also worth noting that the pension 
clients who trade their FX through the non-negotiated channel are not "most 
market participants," and that they are definitely not getting "near interbank 
pricing," from BNY Mellon. 



2 The document is mis-labeled as March 2008. 
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-Our goal Is to capture as mucn foreign exchange as possWU from global 
assets custodizedalBNY Mellon... » Page 2, 

This feet speaks for taf ^k makes 

^ SSTS , an me mouve «™ 
to make this assertion. 

«7W> »«r »&» ^""« channel, ™/ m ^J'£fZl*£~g 
M to clients oy laying trade ^ »«r .JJ-WJ* 

acceptance of clients." Page 2. 

This bullet may be the most telling comment made by the bank with respeoMo 

ae TrZ«„;Cofsc"an7«agg^iotf' t occur, only inures to 
nf'nricine at the high or low of the day captures bank-only profit. Mmiiany, 

bank's inSt W i, takes "wider margins,'; on ^ ""^JS£d 
but that it is done with the "wiUM acceptence," of ehenfe Agendas tombed 
in Relator's disclosure, pension fund clients are kept m the dark about me 
LkVforeiim exchange pricing fraud - but their ignorance can never be 
c^stmedaf "a^eptanoe » As demonstrated in the disclosure, standing 
Son clients L learn of the bank's FJCnractiees end them - and get 



better treatment from the bank (e.g. 
described in Relator's Disclosure). 



land I It as 
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share of eligible FX trades to other counterparties and engage 
to Ir J this activity back to BNY Mellon. » Page 9 

The ban, is always thinking «^ £&£Z 
instruction trades, as this comment about the f b ^ l^\ ank , g « sales tactics" 
illustrates. It is plain to see, however, the captured 

trades will be treated like all otner sranau s itself recognizes 

high or .ow of the day, always totho b ank s b-*L ^ bank t ^ 

fees where possible. " 
The 2010 Business Plan is attached as Exhibit E. 

n irv Market U pdate - C om fiet » ™ Environment 

This PowerPoint presentation, "™ 
illustrates the bank's knowledge of its ^f£»T% ? ^£ Average margin to 
negotiated FX trading. % this average, the bank 

date on its non-negotiated FX trades was 23.75 baa P°™J° * , . « , t reveaue 
also calculates that a $110 billion drop m non-nego rated FX y°^£»^ j^te serious 
opportunity of $253M.» The bank also recognizes that ^^^^ come back under 
attack," estimating that "15-20% of the ^^^^^^^^ The bank 

return to their previous model; 

CHents adopt a ^ ^nareni execution standard built on benchmarking; 

The competition focuses on this attractive industry segment through 
"agg^sive pricing arrangements forcing BNY Mellon to reduce Us margms . 
(emphasis supplied). 

These three bullets run counter to all of BNY Mellon' s considerable efforts to portray 
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previous FX practices. '^^^^ £ 
negotiated/standing instruction t ^^- < * az ^?^^ a fact: The Standing instruction 
clients. Appendix 2 to this document also ^°^^ ober 2O09 . B y comparison, the 
year-to-date average spread was 23 .75 ba as hr h an elect ronic platform were, 
"average spreads for direct deals done ^f^'^J, bas is point spreads represent 
2.75 and 1.2, respectively For the ^^^^ f B ^^^c£SlO t mm. 
bank profits of: $23,750, $2750, and ^^^^^^^ata, the bank knows that 
Thus, despite what the bank markets to its .^a™^ ^ once they demand "fully 
once non-negotiated/standing i^ ^^^^^^, this document again 
transparent execution," they will ff ,^^35^ its FX margins in the non- 
reinforces the concept that the bank ^ ^^aS to its customers, it can and does 
negotiated/standing instruction channel and 
increase or decrease their spreads to suit the bank s interests. 

This document is attached as Exhibit F. 
E Ijlg An Ahftut P rofits 

Th e final document in fins supplant is an ^^StHS 
the increasingly compete FX ^market ***** * * recent £ ^ , for 

CrovS" 'allowing the bank to attract profitable chents: 

line, its (sic) volume ve K es mtality ?^ — J^gg^a 

f||||Yf ,- rrr rjumm nn fe- ggfe^^g ^^^5S^ 

SftK B w d 't",^ c ontSlv v^n H e we need to do a httle e l 

„...„ r ^ lr ^mrencv. '"°° t "Xbout profits. E-commerce will have 

both ttajttte end tr^ess of onr current product 

SffiS. graded to be aMe to conrpete in an — 

competitive environment." 

This document is attached as Exhibit G. 

in summary, BNY MeUon's ^-^^"^7^1^^, 
served to fill the bank's coffers at the *™^?, e ^fjtaghl Tbank (formerly) 
BNY Melloms actions were ^^^ZT^el^rL e to "best execution 
advertised these FX services as free of charge arm 10 o f ^ Every dollar 

standards" it secretly disavowed these prormses : wtflt f^™™*™ ^2 dial pension 
of non-negotiated/standing instruct™ FX proa is ^ la ™J/ t 7 ^ eet level Ending 
SS^TO- - ^m^'^Sr —a) ho.dings), the 
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bank tas « ^ Xi ^-fsr dtote " h — p 

managers" that foster good will but keep the pensio 

We .0* *n*d to discussing this euppl-nt *** «i* you, shouH you have a,y 
questions. 



Sincerely, 




cc: Philip Michael 

Marceila Auerbach 
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Pamela Jo Bondi 
Florida Attorney General 
Slate of Florida 
The Capital, PL-0 
Tallahassee, FL 323994050 

Dear Ms. Bondi, 

Mv name is^^^^^l I was a Corporate F oreign Exchange Salesperson with BNY Mellon. My 

BNY Mellon E mployee Number wasHBH 1 was based m Pittsburgh. Pennsylvania and reported to 

| 1 was part of Jorge Rodriguez s team and Richard Manoncy who was head ot Cjlobal 

Markets. 

The reason why I am writing to you is to inform you that you can use me as a witness in your present 
lawsuit against BNY Mellon relating to false foreign currency trades. 

T was with the bank froni^^^H to^^^^H * many of the organization's 
foreign currency systems including Charlie, Wail Street Systems and iDealForex, i was also mimed m 
committing fraud using various strategies and to the bank's corporate foreign exchange clients. These were 
mainly large Fortune 500 corporations based In the \ l.iired Stales. I have 1 5 years of Corporate Foreign 
"Exchang e- Sales experience with half of that coming fromL 

■ 1 can tell you firsthand and without any hesitation that the fraud is prevalent throughout Br 
STs Foreign Exchange Group. 1 can also share with you that top management was aware of the fraud 
die entire time. 

It is rare opportunity for you to have someone like me on your side. BNY Melton's foreign exchange 
group was very small. 1 was only 1 of 3 people in- the entire bank who focused exclusively on the corporate 
client segment, We used the same systems and fraudulent strategies on the corporate clients as was used on 
the pension fund clients. 

You are welcome to pass rhis information along to other parties. 



Thank you. 



Sincerely » 
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FIRST-CLASS MAIL 

J, Mark Kraus, Esq. 
Assistant Attorney General 
Economic Crimes Division 
Office of the Attorney General 
State of Florida 
The Capitol, PL-01 
Tallahassee, FL 32399-1050 



Russell S. Kent, Esq. 
Special Counsel for Litigation 
Office of the Attorney General 
State of Florida 
The Capitol, PL-01 
Tallahassee, FL 32399-1050 



Re: The State of Florida, ex rel FX Analytics v. 

Bank of New York Mellon., et al; [UNDER SEAL]: 
Supplemental Disclosure 

Dear Attorneys Kraus and Kent: 

Relator is providing this supplemental disclosure of relevant information in the above- 
referenced qui tarn case pursuant to the joint prosecution privilege. This letter contains 
information supplemental to Relator's disclosure that has come to the attention of the Relator 
through the normal course of employment. 

Most significantly, Relator wishes to report on a development involving the Pittsburgh 
Transaction Desk's pricing of trades done for the same client or investment manager. As Relator 
disclosed previously, the bank explicitly promised "netting" as a service offered to clients 
through the bank's Standing Instruction trade execution channel ("Clients benefit from 
aggregation and netting of trades . . .") Exhibit A to Relator's Report. Thus, it was the 
expectation of custody clients that a buy of 5 and a sell of 2 would result only in a single trade 
for a buy of 3. As Relator explained during the initial interview with your office, no netting 
occurs at the bank; each potentially netted trade results in two transactions instead of one. There 
are two ways that the three primary members of the Pittsburgh Transaction Desk price "netted" 
deals in this fashion. 
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Sue Pfister takes the larger part of the trade, in this example, the buy of 5, and prices it as 
the bank prices all other trades - at the end of the range of the day so that the bank makes the 
biggest profit. She will then tak^h^ther, smalle^ar^f the trade and price it closer to the 



"netted" trade at the end of the range, simply spread the two parts of the transaction at a 
minimum of 50 basis points, capturing that range for the bank. So the buy would occur at a price 
50 points higher than the sell. Both of these techniques secure large profits for the bank. Either 
method is also contrary to the bank's explicit statements regarding netting, as well as any 
eventual defense offered by the bank as to why Standing Instruction trading may provide some 
additional value-added benefit to the client. As can be seen, the only added value inures to the 
benefit of the bank. 

Relator has just learned that| Bhas been actually netting trades, by investment 

manager, for the la st few months. It appears that this is a mandate that he took upon himself. 
Relator reports thatj | somehow uses broker codes to do the netting, but th at in Relator's 
estimation, less than half of the indirect deals have such a code, In any case,| ('s netting came 
to light last week and caused an uproar in the FX departmen^Relator is not yet aware of what 
action the bank will take with respect to netting or whether | |bas been instructed to return to 
"normal" netting pricing. 

Richard Mahoney recently addressed the FX trading room. He informed everyone that 
BNYM had received sixteen subpoenas to date. He mentioned that one pension wanted to know 
about all changes made to their website. Among other things, he also said that "we do not have 
to tell anyone how much money we make on our dealings/' while reiterating that the bank is a 
principal and not an agent on FX trades. He added that "we have not done anything wrong," 
These comments are consistent with Mahoney 5 s other mantra^ namely, that "the greatest risk to 
the bank is reputational/' This is something he has said many times. 

When inquiries have come in to the bank asking for specific information, including profit 
information, Mahoney w r ants to tell them to "go pound san^^Oi^hi^oint, he disagrees with 
the head of the Asset Servicing / Custo dy group, | |(BNYM link here: 

http :// www.bnym ell on. com/about/managementj who is afraid of up setting custody . 

clients. It seems to be common knowledge that the FX department directly contributes 20% of 
Asset Servicing's bottom-line profit each year. That is, FX kicks this money back to Asset 
Servicing in nominal recognition of the fact that the lucrative non-negotiated/standing instruction 
trades come through the Asset Servicing pipeline. As you may recall the FX department may 
underestimate FX revenue for a particular client so that Asset Servicing is not fully aware of 
how much money the FX department makes. 

On a related point, Relator reports that FX accounts for 22% of the bank's entire profits. 
As previously stated, Relator also Reports that at least 70% of the FX profits come from non- 
negotiated / standing instruction FX trades. Combined, the bank employs 300 people in FX. 
Worldwide, the bank employs over 40,000. Reviewed at an even more granular level, it is only 



middle of the day's range. 




L instead of pricing one part of a - 
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the dozen or so Transaction Desk employees at the two banks that price the indirect FX that 
generate this enormous profit for the bank. 

The bank is working on a letter to clients allegedly spelling out the bank' s FX pricing policies. It 



the letter "for a variety of reasons." Relator believes that the bank cannot deliver what is 
promised in the letter, i.e. that the bank does not have the technology or systems in place to 
deliver what is promised. 

Mahoney also informed staff that at BNYM it is the FX department that "owns" the 
problem of the inquiries into the bank's practices. He told people iha^^tat^jeet^heir asset 
servicing department is taking the lead. He also emphasized that| |is having 

nothing to do with the situation, 

Ma honey also discu ssed the bank's lower 1 st quarter profit from FX. Mahoney said that 
he "bet that! lis not pricing as aggressively as he has in the past." | | is the head 

of FX at th^BNYfflsmssels desk. Mahoney said that "it is human nature to back off on the 
pricing." Relator also reports that the Brussels office has received some direct inquiries from at 
least one FjUropean investment manager that questioned BNYM's FX pricing, which may have 
influenced | ('s pricing. 

Please let us know if you have any questions about this supplement. 





Michael A. Lesser 



cc: 



Philip Michael 
Marcella Auerbach 
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